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Trend of Private Long-Term Debts, 1912-35
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‘&WRDIHG to praliminazy estimates, the volomaof
the private long-term debts in the United States
oopvared by the investipation of the Burean of Foreign
and Domestic Commerce declined 13 percent from 1839
to 1935, that in, from a high of 4,500 million dellars in
1050 to 73,600 million at the end of 1835.) The major
purt of this reductHon resulted from the foreed liquida-
tion of resl-estate mortzeges which were contracied
during the precading decads, but thers was & reduction
in ench of the mrjor economic divisions with the
axception of tha electric light and power and the mani-

BUL KN (F DLLMG
L)

An ]
Flauws [.—Estioyated privacs kag-tepm debi, by major casees.

factured gas indusiries. Intersst payable on the
private lobg-term otligations investipnied ranched o
high of 4,582 million dollers in 1920 but declined by
more than 17 percant to 4,035 millions by 1935. _
The following orticle constitutes o hrief digest of the
more importent results of a study of the long-term
dabts in the United Stotes vecently completed by the
Division of Economic Ressareh of the United States
Depurtment of Commaearce, supplemerntod by prelimi-
navy astimntes for a mors recent date fhan these for
which dote weve aveilebls bt fhe time the original
report went to pross.? For a comprehansiva discussion
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of the conecepts involved in these estimates and for
detailed information with regard to each item, the reader
ia refarred to the original puhhca.ﬁun.

The debt egpregates prosented in this srticle mnsmr.
in the main, of those oblipations maturing & Fear or
more from the origina] date of issua. Deabt held in the
treasury of the iesying corporntion is excluded, bui it
was desmned ndvisable and in certain instances found
necessary to include all othar debt held within s cor-
porpte system. In addition to these qualificotions, it
should he siated thet the debi fotzle do not includa
either the debtzs of finaneiel corporations or the long-
term debta of individuals and mnincorpernted business
enterprises which ara not secured by ranl-estate mort~
geges,  This latter omission results {from the poucity of
information which precludes the estiomtion of the
probable amount. ‘The former classificution, howaver,
is omiited because this t¥pe of debs is largely securad by
bonds or mortgnges alrendy represented in the aggre-
gotes, and to this extent is nominal iv charncter.

Growth of Long-Term Imbte, 1912-30.

The agprorate amoinis of privata long-tevm debd, as
measured in the study, incrensed by about 20 hillion
dollers in the 10-year period anded in 1922, and by more
than 33 hillions in the following 83 years. In each
period the inerease in mortgage® debt accounted for
twouthirds of the meresss in the total debf, with the
resuls that this type of debt rose from 35 percent of the
total in 1912 to 54 percent in 1930, The Tise in mort~
gage debs during the sarlier period was atiributabla io
lorge part to the rapid growth in farm ‘mortgagea
accompanying agriculture’s war-time prosperity, where-
a6 durmg the Inter 1920's there was no appreciable
increase in the volume of farm mortgnges. DBut the
high level of activity in residentinl building in the yenrs
1923 to 1928 formed the busis for o very rapid growth in
the velome of urban mortgoges and wee largely instro-
mental In sostaining an average nmnusl increase of
almost § billion dollars in the sgeregate long-term debt
during these ¢ yenrs. This compares with an nverage
inoreasa of 2 billion dollara o year for the period 1312 to
1922, The increases in the debt total for the years 1920
and 1920 were relatively small because of the sharp
decling in residentinl comstruction ofter 1928, The
decline in ather forms of tonstructon was accelerated
during 1921 snd the snme year witnessed a shorp
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increage in the number of real-esteie foreclosures, an
that the aggregate long-term. debi experienced it first
decline in }931.

Depression Clanges in the Long-Term Debt,

The informetion relating o wben real-eatats rort-
gngres iz not sufficiently relinhle to justily an aonocl
astitnate of the yolume of such mortenges during the
denressgion yenrs snd, thersfove, in the origingl publi-
cation the sggregaie private lonp-teym debi wosz esti-
matadl only for the years 1950 and 1934; in this article
the 1935 figure is teniaiive. It may be stated with
confidence, however, that after niteining o maximum
of 84.5 billion dellars in 1930, the aggregate declined
in sach of the next 5 yeors; at the end of 1936 it prob-
ably approximated 73.5 billions,
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For moet of the sconcmic divisions yesr-to-yeor
estimnntes are posmible, and thasa ghow widely warying
trende in recent years, KFrom date published by tha
Interstate Commerce Commission it has been calou-
lpted that the long-term debd of the steam railways
increased from 12,083 million l:lolla.m in 1829 to 13,409
mﬂlmnam 1930, reached a maximum of 13,506 miliions
in 1833, and therenfter declined slightly to 13,251 mil-
Yiona in 1935, The publio utility debt rose from 12,943
million dollars in 1929 to a maximum of 15,108 millions
iz 1932, and thee declined irregulatly to approximately
14,800 millicn: dollers in 1835, On the other haod, the
erawth in the industrinl debé come to an end early in
the depression; from s maximum of 10,800 million
dollars in 1930 it declined stendily until by the end of
1435 it approximated the relatively low fzore of 3,150
millions,

The drep in farm mortgeges antedated the Jdepres-
gion, official esiimates of the Bureau of Agricultural
Eeonemics indicating 4 maximum value of 9.5 billien
dollars for about the end of 1827 and & stendy decline
to 8.6 billions by the end of 1932. An unofficial esti-
mate for 1934 ploces the volume of farm morigoges at
7,770 million dollars, and & recession during 1935 of 25
million dollars in the farm-mortzage holdings of benks,
life-insurance componiss, and Government-lending
ngenoies auggests o somewhat lower figure for the end

110132—97——3

SURVEY OF CUREENT BUSINESS

17

of that year. By viriue of the fact that the holdings
of noofarm mortgages by banks, life-insurancs com-
panies, and building end loan ussociations declined
duribg 1931 for the firsi time stace the turn of the
century, the estimate of 37,234 million dellsrs for non-
farm mortgages in 1930 maoy safaly be said to reprossnt
the highest year-end valne ever rexched by this typa
of debt. Fach year following 1931 witnessed a further
decline in the voluma of urban mortgages until at thae
end of 1934 it stood ot 30,424 millions, TFor 1935 the
Home Owners’ Losn Corporation’s preliminary esti-
mnte of tha volume of urban-homa mortgages slone is
17,110 million dollars, 8% percent balow its 1834
ealimate of 17,740 millions. XYf proper weighi is given
to the fuct that the drop in tha volume of homa mort~
gagea from 1334 to 1934 wos relotively greater than
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that in othar types of urbnn mortgages, the 1985
duecling in the latbor may be sob at sheut 2% pereent,
and the volwvme of nonfarm mortgages for the snd of
1935 ab 20.5 hillion dollars.

Owoerahip of Evidances of Debt.

Baoks, life-insurance companies, snd trust institu-
tions constitute the most important sources of long-
term credit, the first two holding 28,463 million dollma
of long-term obligations, or mora tbhan 35 percent of
the aggregnte in 1992, Actoally, bonk holdings are
somewhat understated Becovse the banks report their
sssets ot their market value which in 1932, at least,
was considerably below their face valve. It is not
possible €0 be a0 definite with regard to the holdinga
of trust institutions, The totel nssets of such institu-
ticua arg believed to exceed considernbly thowve of life-
insurance companies, but a aisnhle proporticn of such
asaets are Inown $o be in the form of sock. In
patticular inatonces special agencies ore important
[ngtors in long-term Apancing. Thus, in 1932 building
and loan associntions had 6,390 million dellars invested
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in urbon mortgnges and the Federpl jahd banks haed
1,106 millions in farm morigages. Railwoys, other then
the i=suing corporctions, Leid over 1 billion dollars of
railwny bonde and public-utility and industrial eorpora-
tions hald about 1,400 millions of ane another's long-
term obligotions.
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The changes that have taken place in the holdings of
these institutionsl investors in recent years hove been
most significant i $he case of mortgage debd. By the
end of 183%, Life-insurance Loldings of farm morlgages
had declined by 42 percent and hank holdings by 41
percent, while the credit agencies of the Federal Gov-
ernment had become the fnrmers’ prindipal oreditor,
bolding 2,854 milfions in farm mortgages. Urban
morignges showed similar though less drastic move-
ments, In the § fiscal years following 1932, bank and
life-insurance company holdings of wrban mortgoges
were reduced by 16 and 23 percent, respectively.
These declines are explained in part by increases of
470 and 1,080 million dolints in xeal-estate holdinga dur-
ing this period and in part by the refirnncing activities
of the Homa Owners' Loan Corporndion which, as of
December 81, 1935, had nearly 3 billion dollars invested
in home mortgages. Throughout the depression,
Jife-insurance companiea ne £ whole continued to invest
o loxger portion of their nssefe in utility bonds. Other-
wisa there were no marlsed changes in the holdings of
corporste bonds, Despite these shifts, banlks and
life-insurance compantes held about 33 purcent of the
aggregate dot in 1935
Internst Payable on Long-Tenm Debts, 1912=-35.

The concept of “interest poyable” as developad in
thiz study is intended neither as o measure of the cost
of capital, i. e., the “yield” on bonds or morigages, nor
of thae velune of interest payments, but merely to
indicats the amount of interest on long-term debt, the
poyment of which is called for by the debt contracts
and the defnult of which will, under ordinnry conditions,
result in receivership or foreclosurs, An interest total
of this kind is vesful principnlly to the extent that it
gives an iden of the degree of rigidity in the national
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economy resulting from the existence of a large volume
of long-term obligotione baaring & fixed rate of interest;
consaquently, it ia necessary to exclude sueh eontingeant
itermns as nmortization of debt discount and expense.
Relative to clinnges in the agpregate volume of debt,
interest charpoz rose more rapidly during the 10 years
1912-22 and desclined more ropidly during the years

1930-35, reflecting the rising interest rates of the war

poriod and the casy monsy eonditions of tha loter yenrs
of the depression. During the period of post-war
prozpority there was o steady decline in interest rates
on bonds nnd mortgages, but the relatively rapid
growth in the volume of mortgnges bearing a Ligh rats
of interest maintoined the rotio of interest charges to
debt nt n constant figure. During the depression this
gifuition was reversed with the result that the ratic
dropped markediy, particulnrly in the pericd =ince 1933
which hns bsen cherocterized by the refinuacing of
mortgages by Goverpment ngencies nnd [nter by the
refunding of corpornte bonds, especially thoso of public-
wlility corporations. The refunding of over a billion
dollars in utility bonds during 1935 wiil resuit in bn
apnual snving of about $12,000,000 to the companies
involved. Thaere was relntively little rafunding by other
types of corporntions in 1935, but in 1938 the proctice
beenme generel, and the annual savings effected by the
refanding operationz of these 2 yesrs may ba tonta-
tively placed sbove 50 million dolinre. Astually most
of the refunded bonds were ealled né a snbstential
premium so that it will be severel yenre before the
trgngactions will yield & nat saving.
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The space avoilable for this article does not permit
the discussion ol other topice treated in “Long-Term
Dhobits in the TUnited Siates.” Relief mensures, defaulis,
snd readjustments in connection witl, private debts, and
nlso the subject of varintions in the age of outstanding
indebtedness, have been covered in some detail in tha
original report. The study was concerned primarily
with privaée debts, but for the sake of completeness
there was included a brief discussion of the indebtedness
of the Federnl Government and a sowmewhat more
adequate considerntion of State and loos] povernmant
debts. Those intarested in nny of these tophes should
consuld the ariginal publicndion.



